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Most small businesses are established without fmancial assistance 
from outside investors or lenders. A typical entrepreneur starts on a business 
with personal savings, and sometimes with financial help from family and 
friends. Correspondingly, once an optometrist is ready to start or to purchase 
an existing optometric practice, he will need financial assistance. Because a 
typical optometric office represents an investment well over $70,000, it is 
little wonder that the new entrepreneur will need fmancial assistance. The 
financialsupportmaycomefromfamilyandfriends, but, even withhelpfrom 
family and friends, one must look to the bank for assistance. 
This thesis will cover important points to help an optometrist apply 
for a loan to purchase a practice. It provides the financial novice with a 
perspective for approaching banks and bankers for loan services. 
The thesis is divided into three portions. The first portion inspects 
the stTucture and operations of a bank including the regulation of the 
banking industry by the federal government. The second portion explores 
the system that the banking industry utilizes to rank the loan applications 
for approval or rejection. The third portion explores loans and loan 
guarantees available from the U.S. Small Business Administration (SBA). 
The appendix concerns the need for effective communication and includes 
helpful hints for dealing with a banker. 
Practice loans for graduates in optometry are becoming difficult 
to obtain. Recent graduates have reported difficulty obtaining loans for 
r, 
statting optometric practices1• These graduates 
were informed by several lending institutions 
that they did not fit into the "professional" loan 
category2• Pertinent bank loan categories in-
cluded unsecured professional loans and secured 
small business loans. (A professional loan has the 
advantage of generally not requiring a co-signature for 
amounts under a certain sum, often up to fifty thousand dollars. 
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A small business loan usually requires collateral.) In general, there is no 
bank policy dealing with optometric loans. 
A survey by Mittmann and DeJ oung of recent graduates, optometric 
associations and schools, and thirty of the nation's largest banks revealed 
that optometrists usually are placed in a small business loan category. In 
the majority of granted loans, co-signers and/or collateral were required3• 
Especially in the case of recent graduates with few assets and substantial 
educational loan debts, the new graduates must call upon their parents to 
co-sign. And even if the optometrist does have collateral, he or she may 
not be able to get a loan if the doctor cannot demonstrate an ability to repay 
the borrowed funds from future profits. In fact, banks will not consider 
approving a loan if the optometrist cannot substantiate that ability. For the 
doctor with a sound idea and a convincing presentation, however, financial 
assistance is available. 
It is important for the optometrist to recognize that the change in 
the banking industry merely reflects the changes in our society as a whole. 
Due to the recent Savings & Loan scandal, the federal government will be 
watching the operation of the banking industry very closely for a long 
time. This government scrutiny will affect the way banks conduct 
business and will be a disadvantage for those seeking loans in the future. 
In essence, the capital that is needed to start or buy an optometric practice 
will become increasingly difficult to obtain. 
Present research concerning nation-wide banking trends in the 
area of practice loan categories has shown that documented information 
is unavailable4• This lack of documentation is understandable, because 
bank loan policies change as new credit and economic trends materialize. 
Organized optomen·y groups, such as the AOA, are not aware of graduates 
having loan difficulties5• It is within such an atmosphere that this thesis 
presents the operation of the banking industry. 
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Operation Of a Financial Institution 
To obtain a loan for an optometric practice, one 
must understand the operation of the bank. As in many 
professions, the banking industry has developed many 
laws and regulations over the years. An optometrist 
needs to understand the intricate processes and opera-
tions of the banking industry in order to maximize the 
likelihood of obtaining a loan. Unfortunately, banks are 
mysterious businesses to most optometrists. How do 
they generate profit? How do they differ from one another? These 
questions will be answered in the following two sections. 
The origin of banking dates back to ancient times and has 
undergone substantial changes. Very little is known about banks prior to 
the 13th century. Early banks only verified coinage or exchanged one 
jurisdiction's coins for another's. As trade routes extended in the early 
renaissance, bankers devised means for their agents to make payments at 
a distance (at exchange rates profitable to the banker), without physically 
transferring any coins. Early banks accepted deposits of money or 
valuables for safekeeping. By the 17th century, London bankers had 
developed a system with most of the essentials of modern bankingli. 
Most optometrists perceive banks operating by charging people 
every month for their services and collecting interest on the loans. 
Beyond that, optometrists may be aware of very little else. The way in 
which banks make a profit has been called a "legal alchemy", and this is 
how it works 7 : If 1000 people deposit an average of $500 each at a bank, 
it results $500,000 total. Forrelative safety, banks are required by law and 
regulation to keep a portion of the $500,000 readily available. After all, 
one might deposit $500 one day and then want to withdraw it tomorrow. 
Therefore, the money should be available. 
The Federal Reserve Bank (aka F eds to people in the financial 
industry) tells banks that they must keep a percentage of the deposits they 
receive in reserve. That percentage, the "reserve requirement," varies 
depending on the size of the bank, the type of deposit, and the amount of 
money the bank has in those deposits. Also, the Feds have established a 
reserve requirement on a graduated scale. The Feds keep in reserve 3 
percent of the first $25 million that is deposited with the bank, plus 12 
percent of everything over $25 million. These funds are either in cash in 
the bank's vaults or with the Federal Reserve Bank8• 
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The reserve requirement changes from time to time according to 
the polices and objectives of the Fed. Varying the reserve requirement 
affects the interest rates on loan. An optometrist is wise to do some 
investigating prior to obtaining a loan to understand the financial climate. 
Information can be found in current financial periodicals, such as Forbes® 
or Money®. Thesepublications are available in locallibraries9 • 
For example, if the Peds desire less money floating around the 
economy, they can increase the reserve requirement and take that much 
money out of circulation. But whatever the actual Fed's requirement 
might be, it leaves the bank with the balance of the total deposit. If the 
requirement amounts to 15 percent, the bank must keep 15 cents of every 
dollar around in cash. The bank is left with 85 cents of the total dollar to 
work with. However, because of other regulations, banks are not free to 
do anything they please with that 85 cents, or $425,000, if $500,000 was 
the aggregate. Nevertheless, one thing they are free to do with it is to lend 
it out, and that is a powerful freedom. 
They are free to create 85 cents worth of money from each dollar. 
When one deposits $500, he or she is allowing them the chance to lend 
$425 to someone else at the current interest rate. That figure becomes 
$425,000 for 1000 depositors. The annual interest on $425,000 at, for 
example, 9 percent is $40,500. Needless to say, even though it is 
depositor's money that the bank is selling to make $40,500, depositors do 
not get to share the profit. The profits belong to the banks. This procedure 
is how banks make the majority of their profit. 
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Banking is the most regulated business in America10• Exactly how 
the complicated system operates will not be considered here. However, 
there are aspects of the system worth knowing because they directly affect 
what the bank is allowed to and not allowed to offer to an optometrist for 
a loan 
The regulating agencies are comprised of federal and state organi-
zations; both implement regulations. They cover absolutely everything 
banks are allowed to do: from the hours and days they may stay open for 
business to the amount of interest it may pay on accounts and the reserve 
requirements. They police and audit the banks, and they insure the deposits 
up to $100,00011 • 
Basically, all the rules and regulations that control these banks are 
intended to protect depositors and their money. They have an additional 
effect: they render all banks essentially the same12• For example, consider 
the amount of interest a bank pays. Some depositors would actually 
criticize banks because they do not pay depositors more interest on the 
savings accounts. However, the truth is that the government will not let the 
banks pay any more. Bankers would like to pay more interest and be able 
to negotiate the rate more to attract business. 
These regulations are important for an optometrist who is seeking 
a loan to understand. The regulations have the effect of leaving banks 
essentially the same in many key ways. However, banks differ by offering 
services, and this is how they stay competitive. 
Services are the one area of competition in which banks are 
basically unregulated, and this lack of regulation can make an enormous 
difference to optometrists. Services costs banks money, so the banks are 
not quick to provide them for the average customer. In the end, the services 
are how one can distinguish one bank from another and how one might 
decide which bank to patronize. Therefore, it is worth the time for an 
optometrist to become acquainted with the local bank and the loan officer. 
The time invested can pay off in the long term with better services. 
Banks stayed competitive by offe1ing gifts as well. When the 
banks wanted to get around some of the regulations, they promote 
premiums and gifts. If a depositor opened a new account with a $1 ,000 
balance, he or she would receive an electric blanket. At first, many banker's 
laughed. People actually came in waving official checks from the bank 
across the street where they had closed out their accounts, just to get an 
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inexpensive gift. However, bankers didn't laugh for long. Soon, those 
same customers were back, complaining that the thing was busted, and 
demanding that it be fixed immediately. And, if not fixed immediately, 
threatening to withdraw all their money and go to another bank down the 
block offering a toaster with a warranty. "I didn't know anymore if I was 
working in a bank or Sears," was a statement from one banker. "We had 
all this junk piled up all over the place, people coming up to my desk to 
complain about electric can openers that didn't work. This added activity, 
also created a whole new set of security problems. It wasn't enough that 
the guards were supposed to protect the money. Now they had to keep 
people from walking off with the sample appliances, and those people 
included their own employees. "13 
Banks also try to compete by giving the illusion of being different. 
"Put your money in our bank, and we'll pay you more interest," they seem 
to be promising. But, when these offers are examined closely, one finds 
that what the bank seems to be offering is not exactly what it delivers. The 
banks come up with alluring names for special kinds of savings accounts. 
For example, "Golden Special" or "Super Golden Special" will pay the 
depositor not an inconsequential 5.5 percent interest, but 8.5 percent or 
much more. However, the depositor must keep the money in that "Super 
Golden Special" for an agreed upon time. If the depositor needs the money 
during that time, the bank will give it back, but with severe penalties. Quite 
simply, these are time deposits cloaked in fancy new names14• There is 
nothing wrong with time deposits, but one should be fully aware of the 
particulars in financial transactions. 
Speaking of illusion, banks also provide what appear to be countless 
forms of checking accounts. However, no matter what they are called, 
there are only two kinds of checking accounts. 
One account is the "Special Checking Account", where no mini-
mum balance is required. Usually, the depositor is charged for each check 
written with monthly service charges added. This type of checking 
account originated in the mid 1940's, when banks began to provide 
services to larger segment of the population. The name "Special" obvi-
ously sounded good, and it was a way of setting these accounts offfrom the 
truly "special" accounts, which were confusingly called "Regular Check-
ing Accounts." 
The other account 1s the 
"Regular Checking Account. These 
are the accounts banks traditionally 
had with wealthy customers. Today, 
anyone who can maintain a minimum 
average balance (usually around 
$1,000) may have one. Some banks 
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pay interest on the balance, over a certain amount. Some eliminate 
monthly service fees in return for certain balances. 
Between the two, it's better to maintain a "Regular Checking 
Account" if one can sustain the average balance. Having a "Regular 
Checking Account" matters when it comes to applying for a loan. It tells 
the banker that the depositor has certain means, and conducts banking 
business at a certain level. In this sense, it can be said that, if one opens a 
"Regular Checking Account", it will provide a greater potential for added 
banking services. But the "Special Checking Account", contrary to the 
name, offers nothing speciaP5• 
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Loans: What Counts 
There are four important elements that affect the bank's decision 
to grant a loan. They are as follows: 
The credit scoring system. This information is primarily derived 
from the loan application. The bank wants a "stable" loan applicant. If 
the applicant owns a home and has lived there for more than five years, 
the bank will consider this more favorably than if the applicant rents or 
moves around frequently. The same criteria applies to job status: the 
longer the applicant has been working in one location, the more favorable 
is the applicant's ranking. 
If one accumulates 150 points on a 200 point system, he or she will 
receive the loan. Scores under 80 points will get a quick rejection. If one's 
score is between 100 and 140 points, it requires the banker's intervention. 
Not all banks use point scoring systems. Smaller ones still tend to have 
their bank officers make their own evaluations and recommendations. 
The size and location of the bank determines the application of the scoring 
system. 
The credit report. It should be no surprise that between 50 to 70 
percent of the bank's decision will depend on what the credit service 
reports on the loan applicant. 
The 20 percent-25 percent ratio. The banks believe that it is safe 
to lend up to 20 percent of one's annual income. In theory, this prevents 
the applicant from going so heavily in debt that repayment is difficult. 
Banks may apply another ratio that relates to the amount of debt one is 
already carrying. In this case, the bank takes the amount of the loan and 
adds it to the outstanding debts listed on the loan application. This total 
should not exceed 25 per-
cent of one's annual gross 
earnings. Of course, edu-
cational debts are excluded 
from the evaluation. (They 
would skew the data too 
much.) 
The relationship 
with the banker. Despite 
the numberical rating, loan 
officer's opinion of the 
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applicant can change the resu1 t of the loan application. Without motivation, 
however, the banker will not put himself on the line for the applicant, and 
will do little more than process the application. 
Observe how and when each of these elements comes into play 
during the application process. The sample here is from the Bank of 
Moreno Valley, California. It is a typical example, and shows how the 
point scoring system is used to sketch out a financial profile of the loan 
applicant. 
Charge my checking account for payments 
More points are gained by allowing the bank to deduct the 
monthly payments automatically from the checking account. This 
procedure is not a major factor, but the bank would rather not depend on 
the applicants memory for monthly payments. By using this method, the 
bank is assurred of timely and complete payments. 
Send the mail to 
A convenience for the customer. However, if one has the loan 
correspondence sent to an office, the banker will assume that the applicant 
does not wish the spouse to know about the loan. This aspect is of small 
importance, unless one is a borderline case. If so, the bank officer will 
consider this portion of the application. 
Purpose of loan 
In theory, the purpose is extremely important. When it comes to 
small business loans, as optometric loans are classified, the bank may 
want to analyze the business and, therefore, will probably know the 
financial need better than the applicant. The bank officer's evaluation of 
the business and the applicant plays a far greater role than the computer's 
scoring system. 
Personal 
At this point, the bank starts using its scoring system to measure 
the applicant's "stability." The bank either devises a scoring system or if 
the volume of loan applications is great enough, the bank buys a plan from 
one of the outside firms who designs them16• 
An important factor is if the applicant owns a home. Home 
ownership is important because general experience has shown that 
anyone owning a home for more than five years is a better risk than 
someone who rents. Not only does the statistical evidence lean that way, 
but the bank also knows that if one owns a home and things get rough one 
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cannot simply move out of state to start all over 
again. The bank doesn't check out the length of 
home ownership or the time spent at the previ-
ous address. But they will give the applicant 
high points for living more than five years in the 
same house. 
There is one item in the "Personal" cat-
egory the bank will check, and it is a bit surprising to most people - the 
home phone number. Primarily, they want this number to be sure they can 
reach you, if trouble occurs. Also, the banks feel that if the phone 
company has given you an account, you are probably trust worthy. This 
fact is reassuring to the bank. 
One question in the "Personal" section gives the bank a hint of 
marital status- the question concerning the "Number of dependents." As 
one can imagine, the bank would like you to show two or three dependents. 
Too many, and they '11 worry about how you can feed all those mouths and 
also make payments on the loan. 
So, it is obvious that an optometrist will receive more points for 
the right answers, but do not become overly worried. Just because the loan 
candidate is single and renting an apartment does not necessarily mean it 
is a waste of time to fill out an application. The point totals are only part 
of the decision process. And even if one scores low in some areas, 
different data can overcome other categories. Show a salary of $60,000 
a year, and your bank quickly shreds its whole costly scoring system. 
Employment 
To be "self-employed" is considered to be practically "criminal", 
so far as the bank is concerned. The bank believes that self-employed 
people are here today, but may be out of business tomorrow. 
Anticipate the bank's anxieties. If the loan candidate is self-
employed and wants a loan, he or she should make an appointment with 
the banker and bring the income tax returns from the last two or three 
years. Let the banker see exactly what one has been earning. The loan 
candidate should bring the returns of more than two or three years if one 
of those years was bad. By doing this, one provides the banker the 
ammunition needed to procure the loan. The banker will be impressed 
with the efficient manner in which the loan candidate conducts business. 
Years There 
This item is very important for the stability score. Anything more 
than five to seven years will rate very high. Bouncing around among three 
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different jobs over three or four years will receive a low rating. If special 
reasons exist for the changes, one should attach a memo to the application 
with explanations. 
Your Annual Gross Earnings 
As critically important as this data obviously is, the practice of most urban 
banks is to take the word of the loan applicant. Small or rural banks are 
likely to call to try to verify the income. 
Other Income 
Some optometrists may think they're strengthening their case by 
claiming $5,000 additional income from "investments," but this belief is 
a fallacy. If one does not show enough earned income to qualify for a loan, 
but shows quite a bit of"other income," the banker will ask for proof. The 
banker might even suggest that instead of an installment loan, one should 
consider a secured loan, where one's stocks would be handed over to the 
bank as collateral. 
One of the trickiest items in the "other income" category is 
alimony. Federalla w, often reinforced by state law, prohibits banks from 
asking if one is married. One of the points of The Equal Credit 
Opportunity Act is to prevent discrimination against someone, because he 
or she is not married. Still, the banks would like to know because 
prejudices die hard. To the bank, a married person, he or she, is less of a 
risk than a single person. 
These laws are stringently applied with fines for violations. 
Today' s banker is extremely careful about asking any question that might 
in some way tend to skirt the law. Every loan application in the country 
will can-y on it, near the section where it inquires about "Other Income," 
a statement along these lines: "Income from alimony, child support, or 
maintenance payments need not be revealed if the Applicant does not 
choose to disclose such income in applying for credit." 
Due to widespread prejudice, it is wisest not to reveal any 
alimony. However, if one really does not think one's earned income is 
going to be sufficient to get the loan, add the alimony. The bank is then 
required to consider it as additional income. 
Repayment Period 
Most optometrists believe that they'll improve their chances for 
the loan by promising quick repayment. The bank could care less. What 
the bank wants is a repayment schedule that the applicant can live with. 
So far as the bank is concemed, the money is earning interest. The bank 
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does not stretch loans out just to increase their profits. In fact, when the 
bank evaluates one's ability to repay, time is a factor. Often loans are 
made on the condition that a longer repayment schedule is a part of the 
deal. The bank stretches loans out to assure that the applicant has 
small enough payments to maintain the loan. 
Bank Accounts 
One should have a savings account. This account looks 
good, and even though it is highly unlikely that the bank will 
ever check the balance, it gets points. Often, one cannot get 
loans from a bank unless one has a checking account with it. This 
is called a "reciprocal transaction" . The bank expects an 
optometrist's future business in return for granting the loan. 
Financial Obligations 
The bank will add up all the debts listed here, combine that 
figure with the amount of the loan, and verify that the total of 
new indebtedness does not exceed 25 percent of the annual 
income. The bank does not include the amount of the monthly 
mortgage payments or car payments. These figures would extremely 
distort the ratio. But the bank will attend closely to all other financial 
obligations and check them against the credit report. Be extreme! y careful 
here. There is a special warning on loan applications. "NOTE: Failure to 
list all debts will disqualify this request." If one conveniently "forgets" 
about a debt or two, one risks having the loan application rejected. It is 
extremely important to include any other bank loans on each loan 
application. 
With the swiftness of computers and the thoroughness of credit compa-
nies, all the data goes through the credit bureaus. As soon as one applies 
at a bank for a loan, that information is flashed to TRW, or whatever credit 
bureau the bank subscribes to. If one walks into another bank a halfhour 
later and files a second application, that bank will not only inform its credit 
bureau, but will discover, when pulling the credit report, that the applicant 
applied for another loan only minutes before. 
Nothing is at all wrong with securing a loan with one bank and 
then asking for another from a different bank. All the second bank cares 
about are the applicant's financial obligations and how they've been paid 
off. If one hides the loan application, or a bank loan, and applies for 
another, this discrepancy will show up in the credit reports, and result in 
an automatic rejection. 
Judgments, Bankruptcies, etc. 
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Judgments and bankruptcies are the worst credit black marks one 
can show, and if there are any, be sure to tell about them all. The bank will 
pick these up routinely from its credit bureau and, if one tries to hide 
something, they will reject the loan application. If the applicant has had 
any financial trouble or misunderstanding, but it has been cleared up, it is 
essential that he or she discuss everything with the banker. It is also 
beneficial to attach a memo as well. 
Joint Application 
The obvious benefit of applying for a loan using a joint applicant 
is that it adds a second income which increase the point ratio. This 
additional income increases one's chances of obtaining the loan. Un-
derstanding the 20 percent formula, one can see how significant that 
additional income can be. The bank will consider the person with the 
higher income as the primary applicant, and will place greater emphasis 
on that person's credit report. 
Both parties areequallyresponsible for the loan. If trouble occurs, 
the bank will attempt to collect from both. This collection process gets 
sticky if the loan outlives the marriage, which is not uncommon, and is a 
problem banks dread. 
Insurance 
On the loan application, one has a choice of life insurance, or life 
and accident and health insurance. This choice is a typical arrangement. 
It has no effect on the scoring, but it is recommended by bankers and 
financial advisors that the loan candidate take both policies. The premiums 
are low and will diminish as the loan is paid off. With the accident and 
health coverage, if one is incapacitated and cannot pay off the loan, the 
insurance company is responsible. If one should die without the insur-
ance, one's estate would be liable for the balance of the loan, which could 
be a burden on the estate and the heirs. 
"To Obtain or Exchange . . . Information" 
Here in the small print (which most people never read) the signee 
gives the bank the right to exchange infonnation about the loan applicant 
with one's employers, creditors or anyone else that the bank thinks it 
needs to consult to determine eligibility of the loan application. 
"True Answers" 
In this space, the applicant affirms that everything listed on the 
application is true. If the loan was approved on the basis of infmmation 
provided, and the optometrist later declares bankruptcy, the practitioner 
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would have little defense by stating that he may have exaggerated his 
earnings or omitted (either by mistake or deliberately) outstanding loans. 
The bank can still come after the debtor for the loan and sue the 
optometrist for fraud. 
Material Changes 
If one relocates, the person must notify the bank. Thus, the 
optometrist cannot use the excuse that he or she did not get the monthly 
loan bill in the mail because the bank mailed it to the old address. 
Similarly, if there are any other important changes in one's life 
that affect the information on the application, one must 
inform the bank. The bank especially wants to be notified 
in case of bankruptcy. 
Credit Report 
The bank will pull a complete credit repo1t 
on the loan applicant. However, the loan applicant 
has the tight to find out from which credit bureau the 
bank got the report. The bank is required under the 
Fair Credit Reporting Act to tell the loan applicant 
which credit bureau the bank used, and the credit 
bureau is required to give the loan applicant a copy 
of the same report 
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&>BA' s financial Assistance Pro3rams 
7 (a) Loan Droerem 
The U.S. Small Business Administration (SBA) offers loan guar-
antees for optometric practices. SBA requires the optometrist to provide 
one-third to one-half the cost of launching a new business, but helps 
optometrists meet their additional monetary needs. However, borrowers 
must have been rejected by more than one lender in a city of 200,000 or 
more people. 
SBA guarantees loans for small practices by, agreeing to pay up 
to 90 percent on loans from private lenders. SBA also guarantees loans 
made by credit unions and other private sector lenders. Because the bank 
is guaranteed collection of the loan whether or not the optometrist is able 
to repay the funds, the bank may lower the standards during evaluation of 
the loan application. 
SBA licenses another source of government-assisted financing, 
the Small Business Investment Company (SBIC). SBICs are private 
sector organizations with access to federal funds, that offer long-term 
financing and equity capital to small firms, including optometric prac-
tices. Minority Enterprise Small Business Investment Companies 
(MESBICs) help socially and economically disadvantaged entrepre-
neurs. As well as some optometrists may qualify for these funds as well. 
SBA also offers non-monetary assistance in the form of advice. 
The SBA administered Service Corps of Retired Executives (SCORE) 
provides volunteers to counsel optometrists and other entrepreneurs. 
SBA's Small Business Institutes offer business counseling through local 
universities, and the Small Business Development Centers can refer 
companies to government resources in addition to offering direct assis-
tance to small businesses. 
Some state governments offer equity financing or grants to small 
businesses, and can provide information on venture capital sources. 
Several states also administer programs that provide long-tenn financing 
to small businesses. Business and Industrial Development Corporations 
(BIDCOs) are organizations of financial institutions that spread the risk 
of financing businesses among their members. 
SBA is Congressionally mandated to assist the nation's small 
businesses in meeting their financing needs. This is accomplished 
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primarily through SBA's 7(a) loan program, the Certified Development 
Company loan program, and the Small Business Investment Company 
(SBIC) program. 
Eligible for the 7(a) loan program are optometric practices and 
other small businesses which can meet SBA' s size and policy standards. 
Ineligible businesses include those engaged in illegal gambling, specula-
tion, media, lending, and real property for sale or investment (rental 
property). 
The specific terms of SBA loans are negotiated between an 
applicant and the participating financial institution in the case of guaranty 
and immediate participation loans, subject to the concurrence of SBA. 
SBA and the borrower negotiate the terms of direct loans, subject to 
SBA's policy and lending requirements. 
The 7 (a) Loan Program is the largest of SBA' s financial assistance 
programs, constituting over 80% of all SBA business lending activity. 
This program includes three types of loans: guaranteed, direct, and 
immediate participation. 
Guaranteed loans are made and disbursed by private lenders and 
guaranteed by SBA. If a borrower defaults on a guaranteed loan, SBA will 
purchase an agreed-upon percentage of the unpaid balance of the loan. By 
law, SBA can guarantee a maximum of $500,000. The guaranteed 
Table 1: Example of SBA's maximum and minimum loan guaranty. The example is 
based on $100,000 loan with $30,000 refinancing and $70,000 new money. 
Minimum Guaranty 
$70,000 "new money" x 90% = $63,000 
$30,000 refinancing x 0% = 0 
$63,000 
Maximum Guaranty 
$70,000 "new money" x 90% = $63,000 
$30,000 refinancing x 80% = $24,000 
$87,000 
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percentage is determined as follows: 
Loans not exceeding $155,000: SBA must guarantee90% of all 
loans under $155,000 except where loan proceeds will be used to 
refinance existing debt, in which case SBA 's guarantee maximum is 80%. 
If only part of the loan is for debt payment, the guaranty percentage is 
determined on a prorata basis, whereby the debt payment portion of the 
loan is guaranteed at a rate between a maximum of 80% to a minimum of 
zero, as illustrated in table I. 
The permissible guaranteed percentage on this loan ranges from 
63% to 87%. For loans exceeding $155,000, SBA can guarantee a 
maximum of 85% and a minimum of70% of loans exceeding $155,000. 
However, when part or all of the loan proceeds will be used to refinance 
existing debt, the rules enumerated above apply with the new money 
having a guarantee of 85%. When a 70% participation will cause SBA's 
exposure to exceed $500,000, a lesser guarantee is permitted as long as 
SBA's exposure is $500,000. 
When a guaranteed loan is approved, the participating lender must 
pay the SBA a guarantee fee, which may be passed onto the borrower and 
can be paid from the loan proceeds. This fee is equal to 2% of the 
guaranteed portion of the loan for loans with a maturity of over one year. 
The fee is 1/4 of 1% of the guaranteed portion of the loan for loans with 
a maturity of 12 months or less. 
Direct loans are available only to bon-owers who are unable to 
obtain lender participation loans. Although the legal ceiling on direct 
loans is $350,000, SBA has set an administrative ceiling for these loans 
of $150,000. Dixect loans applications in excess of $150,000 can only be 
accepted with the approval of the Regional Administrator. 
Because of present funding limitations, direct loans are available 
only to certain categories of borrowers. Categories include Vietnam-era 
and disabled veterans, the handicapped, low-income borrowers and small 
businesses located in high unemployment areas. In order to establish that 
the requested financing is not othervise available, a good faith attempt 
must be made to secure the requested financing from a private lender 
(from two lenders in cities of 200,000 people or more). 
Immediate Participation (IP) loans are those made jointly by SBA 
and private lenders whereby either SBA or the participating lender makes 
the loan. Then, upon disbursement, the other participant immediately 
purchases its agreed-upon share of the loan. These loans can be serviced 
either by the lender or by SBA. IP loans are permissible, subject to 
funding availability, only when a guaranty loan is unavailable. SEA's 
participation is limited to 75% or $150,000, whichever is less, except in 
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cases where a participant's legal limit precludes a 25% participation. 
Because of direct funding limitations, this program is seldom used. 
The loan can be of any amount so long as the SEA-guaranteed 
portion of the loan (or combination of all outstanding loans to any one 
borrower) does not exceed $500,000. Direct loans (or combination of all 
outstanding direct loans to any one borrower) cannot exceed $150,000, 
except when a waiver is obtained from the Regional Office, in which case 
the maximum is $350,000. 
Loan proceeds may be used to establish a new optometric practice 
or to assist in the operation, acquisition, or expansion of an existing 
practice. The proceeds may be applied to working capital; the purchase 
of inventory, machinery and equipment; and the construction, expansion, 
and rehabilitation of business property. 
Loan maturity varies depending on the prudent economic life of 
the assets being financed and the applicant's ability to repay, subject to the 
following maximums as shown in table II. 
The interest rate for guaranteed loans reflects prevailing market 
rates and can either be fixed over the life of the loan or can fluctuate with 
the market. The maximum interest rate permitted on guaranteed loans is 
the lowest New York prime rate (as published in theW all Street Journal) 
plus up to 2-1/4% for loans with a maturity under seven years and up to 
2-3/4% for loans with a maturity of seven years or more. Direct loans are 
made at a fixed rate that is set quarterly by the Central Office. 
The process for a small business to apply for an SBA loan is as 
follows: In the case of guaranteed loans, SBA deals directly with the 
private lender. Applicants should take all available financial and other 
business infmmation to a financial institution, preferably their bank of 
account, including a written statement describing the business and its 
history, use of the loan proceeds and how the loan will be repaid. 
Applicants should request that the lender make them a loan directly. If the 
lender is unable or unwilling to make the loan, the applicant should 
request that the lender consider making the loan under SBA 's guaranteed 
program. If the lender agrees, it will have the applicant complete a fmmal 
application, which will be forwarded to SBA. Because the applicant is the 
lender's customer, SBA deals with the lender (not the applicant), and the 
lender interacts with the applicant. If the lender is still unwilling to make 
the loan, the applicant can apply for a direct loan from SBA if he or she 
falls into one of the specified categories and funding is available . 
SBA also provides additonalloan assistance. The special loan 
programs, as well as the provisions and requirements specific to each, are 
as follows: 
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Use Maximum Maturity 
Working Capital up to 7 - 10 years 
Machinery and Equipment up to 10 - 25 years 
Building Construction or Purchase upto 25 years 
Table II: SBA loan maturity based on assets being financed and the applicant's ability 
to pay. 
VETERAN& LOAN PQOCQAM 
Vietnam-era veterans and veterans with 30% or more disability 
are eligible for SBA' s direct loan program as well as the guaranteed 
program. Vietnam-era veterans are defined as veterans who served for 
more than 180 days, any part of which was between August 5, 1964, and 
May 7, 1975, and who were discharged honorably. Disabled veterans are 
defined as veterans with a disability discharge or with a 30% or more 
compensable disability. To qualify for a loan for an optometric practice, 
the eligible veteran must own at least 51% of the practice and participate 
in its day-to-day activities. The credit criteria for veteran loans are the 
same as for all SBA borrowers. 
7(a)ll LOAN PQOGQL\M 
Practices located in high-unemployment or low-income areas, as 
well as those owned by low-income individuals, are eligible for SBA's 
direct loan program. To qualify, the practice must be located in an area 
designated by the Department of Labor as having severe or persistent 
unemployment or it must be more than 50% owned by low-income 
individuals -defined for the purpose of this program as those individuals 
having inadequate income to meet basic family needs. 
IiANDICi\PPED A&&I~Ti\NCE LOAN PROGRAM (liAL-1, HAL-2) 
SBA has a special loan program for businesses owned and 
operated either by or for handicapped individuals. A handicapped 
individual is defined as one who has a physical, mental, or emotional 
handicap which is of a permanent nature and which limits the individual 
19 
from engaging in the proposed business activity on an even basis with 
non-handicapped competitors. 
The HAL-l Loan Program provides direct loans and guaranteed 
loans to public and private non-profit sheltered workshops which operate 
in the interest of handicapped individuals. At least 75% of the business 
operation's man hours must be provided by handicapped individuals. 
There is no size standard for this program, but the workshop must 
demonstrate the experience and capability to provide a marketable service 
or product and the ability to repay the loan. 
The HAL-2 Loan Program provides direct loans and guaranteed 
loans to profit-making optometric practices and other small businesses 
which are 100% owned and operated by handicapped individuals. The 
business, as well as the handicapped individual, must also meet SBA's 
other size and policy requirements. 
The interest rate on direct HAL loans is set by law at 3%; on 
guaranteed HAL loans it is the same as for all other guaranteed loans. 
CONTQACT LOAN PQOGQL\M 
Contract loans are available only under SBA's guaranteed pro-
gram to assist small businesses such as optometric practices in the short-
term financing of the labor and material costs of a specific, assignable 
contract. This loan program does not have a revolving feature. 
Eligible businesses are small construction, manufacturing and 
service contractors and subcontractors who provide a specific product or 
service under an assignable contract, who have been in operation for the 
preceding twelve months, and who meet SBA's other size and policy 
requirements. 
All applicants must be current on payroll taxes and have in 
operation a depository plan for the payment of future withholding taxes. 
Such a plan protects SBA and the participating lender from the Federal 
Tax Lien Act of 1966, which holds lenders liable for unpaid income taxes 
when loan proceeds are used for payroll purposes. Loan proceeds may be 
used only to finance the labor and materials necessary to comply with the 
terms of the contract. The loan maturity cannot exceed twelve months 
from the date of first disbursement, except in cases of large contracts, 
which may be approved for up to 18 months. This is not a revolving fund 
but rather a loan to finance a specific contract. 
Collateral will include an assignment of contract proceeds and 
may also include the pledge of other company assets and/or outside assets 
and secured personal guaranties. The applicant can apply to the lender 
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prior to or after a contract has been received; however, detailed informa-
tion on the bid or contract must be available at the time of application. 
For further information regarding SBA and assistance available, contact 
the local SBA office. 
21 
Conclusion 
Because a typical optometric office costs well over $70,000, an 
optometrist, ready to start or to purchase an existing optometric practice, 
will need financial assistance. Recent graduates have reported difficulty 
obtaining loans for starting optometric practices17• These graduates were 
informed by several lending institutions that they did not fit into the 
"professional" loan category18• A survey by Mittmann and Dejung of 
recent graduates, optometric associations and schools, and thirty of the 
nation's largest banks revealed that, in most cases, optometrists are placed 
in a small business loan category19• In general, there is no bank policy 
dealing with optometric loans, and organized optometry, such as AOA, is 
not aware of graduates having loan difficulties20• 
Research of nation-wide banking trends in the area of practice 
loan categories has shown that documented information was unavail-
able21. This lack of availability is understandable because the bank loan 
policies change as new credit and economic trends materialize. The 
changes within the banking industry merely reflects the changes in our 
society as a whole. In the 70's, it was considered unprofessional for banks 
to advertise and seek business. However, during the recession of the mid 
70's and the changes in banking regulation during the 80's, banks were 
quite aggressive about seeking business from the small business sector. 
Due to the recent Savings & Loan scandal, however, the federal govern-
ment will be watching the operation of the banking industry very closely. 
The result of such a federal watch dog is that the banks are becoming 
cautious about granting loans. In essence, the capital that is needed to start 
or buy an optometric practice will become increasingly difficult to obtain. 
For most optometrists, the area of financial management is 
unknown tenitory. This thesis discussed important points to help an 
optometrist apply for a practice loan, so that he can be more effective 
when filling out the loan application forms and dealing with loan officers. 
The main body of the thesis examined the system which the banking 
industry utilizes to rank the loan applications for approval or rejection. 
Although loan processing has become automated with increased access to 
information via computers, it is clear from the research that much of the 
loan approval or rejection c1iteria is based on a personal relationship 
formed between the optometrist and the loan officer. 
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Appendix: Banker's perception of the 5eneral public 
One of the most important observations in understanding bankers 
is to understand how bankers perceive the public. They don't trust the 
public. To begin with, they absorb some of the attitudes formed by the 
auditing department of the bank. Their basic point of view is that 
customers, given half a chance, will lie, cheat, and steal. 
Of course, auditors spend all their time investigating fraud, theft, 
and anything else that looks at all suspicious. So it's not surprising that 
their perception is somewhat biased. Still, the loan officer at his desk is 
aware of certain facts. He knows that there is this mass of people out there, 
but he doesn't know any of them. Further, he has been inf01med of some 
statistics. He knows that a significant percentage of that mass of strangers 
are crooks. He also knows that another significant percentage intend to 
be honest but, even so, they will not be able to pay back any money he 
lends them. 
If the banker makes a mistake in judgment and issuesa $10,000 
loan to someone who does not pay it back, the bank must officially write 
it off. To some degree, the bank anticipates this as a cost of doing 
business. But unofficially, the banker knows that these mistakes are held 
against him. The errors could mean no pay raise and/or no promotion. 
Obviously, wonies of this sort can make a bank officer paranoid. Some 
bank officers can control their suspicions, but many officers cannot. 
In addition, the banks attract personnel who want order, who are 
by nature careful, cautious, and who are paid to be conservative in their 
judgment and their demeanor. Yet, these same people are paid to do 
business with the public. They must not only confront the public, but they 
must also obtain business from the public. It is the irony of this situation 
that offers a great opportunity to the perceptive optometrist seeking a loan. 
Once banker's fears are neutralized, one will obtain service from the bank 
at a level not previously thought possible. 
To obtain service from a banker, one must separate from the 
public. If is done properly, one creates two extremely important new 
conditions. First, one will get the banker's attention. And second, one 
will personalize the relationship with him. Only when this has been 
accomplished, will the banker start to work in one's favor. 
Begin the approach to a new bank by doing something few people 
ever do: find out something about the bank. Call a friend or relative who 
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uses the bank being considered. It should be someone who is roughly in 
a similar financial category as the practitioner. Ask about the service and 
the problems he or she has dealing with their bank. 
It is extremely important to obtain the name of a specific bank 
officer to contact. The whole strategy here is to remove oneself from the 
general public and personalize the relationship with the banker. 
One will receive a warm reception if an attorney, accountant, or 
investment adviser introduces the optometrist to the banker. Bankers are 
partial to people in those professions. Not only do these other professionals 
tend to earn good money themselves and keep nice balances in their 
accounts, but they are all in occupations where they can send lots of clients 
to their own banks. It is another way to use someone else's clout to 
advantage. 
By starting out with any of those introductions, one will get the 
banker's attention. Now one has to keep it. First, make an appointment 
with the banker at the bank officer's convenience. This gesture tells the 
banker a few wonderful things about optometrist. It tells him that one is 
"businesslike." "Businesslike" to the banker translates into someone who 
is probably able to handle financial affairs, someone who takes banking 
seriously and, therefore, money seriously. Someone who will not give the 
banker extraordinary problems. Someone who will not waste time. 
Next, dress appropriately. When it comes to first impressions, 
bankers are like everyone else. Bankers are by nature careful, cautious, 
and are paid to be conservative in their judgment and their demeanor. It 
is easy to imagine how the banker would respond to the optometrist 
wearing blue jeans instead of what the banker considers "business 
clothes." 
An early warning note for the first encounter with the prospective 
new banker: Do not try to impress him with numbers. In the first place, 
the optometrist probably will not have amounts that are going to impress 
the banker anyway. Beyond that, 
numbers come later. What the practi-
tioner should do at this stage is estab-
lish a good relationship with the banker. 
Start out by giving the banker reasons, 
the right reasons for wanting the loan. 
One should sell oneself to the banker, 
in such a way that the banker will very 
definitely want to become his banker. 
Once a good working relationship has 
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